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Economic  conditions 

The  U.S.  economy  grew  very  little  during  the  first 
quarter  of  1979  as  real  gross  national  product  (GNP) 
increased  by  only  1.1  percent  on  an  annual  basis.  The 
inflation  rate  remained  at  the  double-digit  level  through 
May,  while  the  unemployment  rate  continued  to  hover 
at  about  5.8  percent.  Given  the  negligible  growth  in  the 
economy  early  in  the  year,  we  could  have  expected  the 
inflation  rate  to  decline  and  unemployment  to  increase, 
were  it  not  for  substantial  food  and  fuel  price  in¬ 
creases  and  the  slow  rate  of  adjustment  in  employment. 

Now  that  cattle  prices  have  subsided  somewhat,  the 
Arabs  have  made  their  major  price  increases,  and  more 
time  for  adjustment  in  the  economy  has  passed,  is  the 
United  States  headed  for  a  “typical”  recessionary  pe¬ 
riod  as  many  analysts  believe?  A  look  at  some  compo¬ 
nents  of  the  economy  may  help  answer  this  question. 

CONSUMER  SPENDING 

Expenditures  for  services  increased  by  about  1.5  per¬ 
cent  during  the  first  quarter  of  1979.  However,  spend¬ 
ing  for  both  durable  goods  (automobiles,  refrigerators, 
etc.)  and  nondurable  goods  (food,  clothing,  etc.)  fell 
by  1  percent.  The  overall  increase  in  spending  amounted 
to  only  about  0.2  percent.  The  real  disposable  income 
needed  to  support  consumer  spending  is  also  showing 
little  growth.  It  increased  at  an  annual  rate  of  only  0.7 
percent  in  the  first  quarter  of  the  year.  Consumer  in¬ 
stallment  credit,  another  source  of  funds  for  spending, 
has  shown  some  signs  of  stabilizing  or  declining  in  the 
last  2  months. 

Many  analysts  believe  that  much  of  the  growth  in 
the  economy  over  the  past  several  years  can  be  attrib¬ 
uted  to  consumers’  expectations  of  a  high  rate  of  infla¬ 
tion,  leading  them  to  “purchase  now,  rather  than  wait.” 
Although  the  inflation  rate  remains  high,  this  attitude 
may  be  changing  since  consumer  spending  on  goods  is 
showing  some  weakness. 

PRIVATE  INVESTMENT 

Private  investment  in  the  economy  slowed  somewhat 
in  the  first  quarter  of  the  year  as  it  increased  only  0.8 
percent  on  an  annual  basis,  compared  to  1.8  percent  in 
1978.  This  slowdown  is  primarily  due  to  a  decline  in 
expenditures  for  housing  units.  Housing  starts  for  1979 
are  currently  averaging  1.68  million  units  at  an  annual 
rate,  compared  to  over  2  million  in  1978. 


In  addition,  business  inventories  were  on  the  upswing 
again  in  the  first  quarter,  rising  to  about  $16.6  billion 
at  an  annual  rate  from  the  previous  quarter’s  $13.5  bil¬ 
lion.  Though  not  considered  excessive  at  this  time,  in¬ 
ventories  could  be  liquidated  if  consumer  spending  be¬ 
comes  too  slack. 

One  note  of  optimism  in  the  investment  picture  is 
that,  according  to  a  Department  of  Commerce  survey, 
businesses  expect  to  increase  their  outlays  by  4.5  per¬ 
cent  (adjusted  for  inflation)  on  new  plants  and  equip¬ 
ment  in  1979.  If  this  occurs  and  interest  rates  continue 
to  decline  from  the  highs  of  last  winter,  boosting  hous¬ 
ing  starts,  business  investment  spending  may  show  a 
respectable  increase  by  year’s  end. 


THE  TRADE  BALANCE 

Net  trade  between  the  United  States  and  other  coun¬ 
tries  is  going  to  be  affected  by  three  factors:  (1)  the 
increased  cost  of  imported  crude  petroleum,  (2)  the  siz¬ 
able  world  demand  for  U.S.  agricultural  products,  and 
(3)  the  weakness  of  the  dollar  relative  to  other  cur¬ 
rencies.  On  the  negative  side,  the  60-percent  price  in¬ 
crease  posted  by  the  Organization  of  Petroleum  Ex¬ 
porting  Countries  will  likely  add  $15  billion  or  more 
to  the  value  of  imports  to  the  United  States.  Partially 
offsetting  this  increase,  however,  should  be  an  increase 
of  $3  to  $7  billion  in  our  agricultural  exports.  Other 
export  sales  should  also  rise  as  U.S.  commodities  re¬ 
main  relatively  cheap  abroad,  given  the  weakness  of 
the  dollar;  and  import  purchases  (other  than  petro¬ 
leum)  should  decline.  But  because  of  the  increased  cost 
of  imported  petroleum,  it  is  difficult  to  say  that  the 
trade  deficit  will  be  reduced  this  year. 

GOVERNMENT  EXPENDITURES 

Real  government  expenditures  on  goods  and  services 
actually  fell  in  the  first  quarter  of  1979  from  the  previ¬ 
ous  two  quarters,  to  an  annual  rate  of  about  $276  bil¬ 
lion.  Given  President  Carter’s  desire  to  balance  the 
budget,  these  expenditures  are  not  likely  to  increase 
very  much. 

SOME  NEW  EVIDENCE 

When  this  outlook  was  first  written,  the  evidence 
presented  above  constituted  a  mixed  bag  of  economic 
indicators  —  one  which  could  lead  to  either  mild  growth 
or  a  recession.  However,  the  government  has  just  re¬ 
leased  figures  indicating  that  GNP  declined  at  an  annual 
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rate  of  3.3  percent  during  the  April-June  quarter.  This 
decline  was  apparently  caused  by  uncertainty  about  the 
price  and  availability  of  gasoline  and  a  slump  in  retail 
sales  of  items  associated  with  travel. 

The  official  definition  of  a  recession  requires  two 
successive  quarters  of  declining  GNP.  It  appears  likely 
that  this  will  occur  if,  as  predicted,  consumer  spending 
remains  sluggish,  businesses  try  to  reduce  their  inven¬ 
tories  somewhat,  housing  investments  remain  weak,  and 
the  trade  deficit  rises  due  to  higher  oil  prices.  However, 
the  recession  will  be  a  shallow  one  if  nothing  unexpected 
happens. 

This  recession  should  ease  the  inflation  rate  to  less 
than  double-digit  levels,  but  also  raise  unemployment 
to  above  6  percent.  If  the  economy  picks  up  in  the  final 
quarter  of  the  year,  unemployment  should  again  drop 
below  this  level. 

Effective  measures  to  restrain  inflation  are  still  being 
sought  and  may  not  be  found  before  the  economy  be¬ 
gins  to  grow  again.  In  addition,  several  major  labor 
contracts  are  up  for  renegotiation  this  year,  the  results 
of  which  may  fuel  inflationary  expectations.  —  H.  W . 
Everett 

Farm  input  costs 

Farm  input  items  cost  about  14  percent  more  in  June, 
1979,  than  a  year  earlier,  with  about  three-fourths  of 
the  increase  having  occurred  since  December.  The  1978- 
79  increase  was  more  than  50  percent  greater  than  the 
9-percent  increase  from  June,  1977,  to  June,  1978. 
Prices  may  rise  another  12  to  15  percent  during  the 
coming  year. 

Cost  items  of  farm  origin  increased  about  18  percent 
for  the  year  ending  June,  1979,  and  12  percent  for  the 
year  ending  June,  1978;  items  of  nonfarm  origin  in¬ 
creased  12  and  6  percent  respectively  during  these  peri¬ 
ods.  Feeder  livestock  costs  increased  about  31  percent 
for  the  year  ending  June,  1979;  feed  costs,  about  7 
percent.  Supply-demand  expectations  pointing  to  higher 


Change  From  Previous  Year  in  Prices  Paid  by  U.S.  Farmers, 
for  Years  Ending  June,  1977,  1978,  and  1979 


Item 

1977 

1976 

Percent  change 

1978 

1977 

1979 

1978 

Feed  . 

0 

5 

7 

Feeder  livestock  . 

.  —5 

45 

31 

Fertilizer . 

.  —1 

—  1 

7 

Agricultural  chemicals  . 

.  —12 

—5 

3 

Fuel  and  energy . 

1 1 

3 

30 

Tractors  and  self-propelled  machinery.  . 

10 

8 

13 

Farm  services,  cash  rent . 

8 

6 

4 

Interest . 

9 

16 

27 

Taxes  . 

11 

8 

5 

Wage  rates . 

Production  items,  interest. 

7 

10 

9 

R.E.  taxes,  and  wage  rates . 

4 

9 

14 

feed  prices  and  the  anticipation  of  lower  fed  cattle 
prices  should  reduce  feeder  cattle  prices  during  the  com¬ 
ing  year. 

Fertilizer  use  was  up  10  percent  for  the  July,  1978, 
to  April,  1979,  period,  compared  to  the  previous  year. 
However,  applications  were  5  percent  less  in  January- 
April,  1979,  than  a  year  earlier.  Prices  of  fertilizer  in¬ 
creased  about  7  percent  from  June,  1978,  to  June,  1979. 
Fertilizer  production  potential  will  exceed  use  through 
1985  although  potash  may  become  in  short  supply  in 
1984  or  1985.  Fertilizer  prices  should  stabilize  for  the 
remainder  of  1979,  but  may  increase  moderately  in  the 
first  half  of  1980. 

Farmers  paid  about  30  percent  more  for  fuel  and 
energy  in  June,  1979,  than  in  June,  1978.  Gasoline 
prices  increased  more  than  32  percent;  diesel  fuel,  46 
percent;  LP  gas,  only  1  percent.  For  the  year  ahead 
gasoline  and  diesel  prices  will  show  sizable  increases 
influenced  by  OPEC  oil  prices.  LP  gas  supplies  and 
production  patterns  should  show  very  modest  price 
increases. 

Retail  sales  of  farm  tractors  were  5.6  percent  greater 
in  January  through  April,  1979,  than  a  year  earlier; 
combines,  22  percent  greater.  Prices  of  tractors,  com¬ 
bines,  and  other  farm  machinery  increased  about  13 
percent  between  June,  1978,  and  June,  1979.  Prices  for 
the  coming  year  may  average  8  to  12  percent  higher.  — 
R.  B.  Schwart 

Feed  grains 

Feed  grain  acreage  was  reduced  by  about  4  percent 
in  1979  to  make  room  for  more  soybeans.  Although  the 
planted  acreage  of  corn  was  essentially  unchanged  from 
last  year,  the  acreage  of  oats,  sorghum,  and  barley  was 
reduced  by  12  percent.  About  100  million  acres  of  feed 
grains  will  be  harvested. 

The  USDA’s  August  crop  report  placed  total  feed 
grain  production  at  237  million  tons  compared  to  239.5 
million  tons  last  year.  With  a  carryover  of  about  51.6 
million  tons,  total  supplies  will  be  288.6  million  tons, 
up  1  percent  from  1978. 

The  August  estimate  put  the  1979  corn  crop  at  7.1 
billion  bushels,  essentially  unchanged  from  1978.  The 
corn  carryover  will  be  about  1.3  billion  bushels,  bring¬ 
ing  total  supplies  up  to  8.4  billion  bushels,  or  slightly 
more  than  last  year’s  8.2  billion  bushels. 

DOMESTIC  DEMAND 

Consumption  of  corn  for  food  has  been  increasing 
by  about  4  percent  a  year  for  the  past  3  years.  About 
600  million  bushels  will  be  used  for  food  and  industrial 
purposes  in  1979-80  (see  table  on  next  page). 

Most  corn  produced  in  the  United  States  is  fed  to 
livestock.  The  actual  amount  depends  on  the  number 
of  animals  to  be  fed,  the  relationship  between  livestock 
prices  and  corn  prices,  and  the  relationship  between 


U.S.  Corn  Use,  1974-1980 


Million  bushels 


Oct.  1  Food,  Carry- 

crop  year  Export  seed  Feed  over  Price0 


1974- 75 .  1,149  433  3,244  361  $2.95  '/2 

1975- 76 .  1,711  470  3,612  399  2.58 

1976- 77 .  1,684  493  3,607  884  2.13'/2 

1977- 78 .  1,898  522  3,785  1,104  2.11 

1978- 79 .  2,050b  559b  4,302b  l,275b  2.35c 

1979- 80 .  2,300b  600b  4,3 12b  1,1 57b 


a  East  Central  Illinois  track  bid  minus  6^  elevator  charges. 
b  Estimate. 
c  Through  Juno  1979. 

corn  and  soybean  meal  prices.  Feed  demand  expanded 
very  rapidly  during  the  1978-79  marketing  year  because 
livestock  prices  were  favorable  relative  to  corn  prices, 
at  least  during  the  first  8  months  of  the  year.  The  rela¬ 
tively  high  level  of  feeding  profitability  resulted  in  a 
higher  feeding  rate  per  animal  and  also  led  to  a  rapid 
expansion  in  hog  and  poultry  production.  As  a  result, 
feed  use  approached  4.3  billion  bushels. 

Decisions  have  been  made  that  will  keep  livestock 
numbers  large  during  the  first  part  of  the  1979-80  mar¬ 
keting  year.  However,  the  rapid  decline  in  hog  prices 
and  the  rapid  increase  in  corn  prices  have  drastically 
reduced  livestock  feeding  profits.  Feeding  rates  may 
decline.  In  addition,  livestock  numbers  may  decline  dur¬ 
ing  the  last  part  of  the  year.  June,  1979,  farrowing  in¬ 
tentions  show  increasing  hog  numbers  through  at  least 
next  spring.  These  intentions,  however,  may  well  be 
reduced  because  of  decreased  profitability.  It  is  difficult 
to  see  feed  use  exceeding  4.3  billion  bushels  next  year. 

CORN  EXPORTS 

In  contrast  to  domestic  demand  for  feed,  corn  ex¬ 
ports  are  not  very  sensitive  to  the  price  of  corn.  The 
largest  importer  of  U.S.  corn  is  the  European  Eco¬ 
nomic  Community.  It  has  a  variable  import  tax  on  corn, 
and  changes  in  price  do  not  get  passed  on  to  the  live¬ 
stock  feeder.  In  the  U.S.S.R.  and  other  importing 
countries  with  centrally  planned  economies,  decisions 
are  often  based  on  non-price  considerations. 

Exports  of  U.S.  corn  depend  on  (1)  economic 
growth  and  the  resultant  demand  for  livestock  products 
in  importing  countries;  and  (2)  the  size  of  the  feed 
grain  crop  in  those  countries.  In  recent  years  export 
prospects  have  been  consistently  underestimated  because 
the  expansion  in  feed  demand  outside  the  United  States 
has  been  underestimated.  Exports  in  1978-79  reached 
a  record  total  of  about  2.1  billion  bushels  or  30  per¬ 
cent  of  total  consumption  of  U.S.  corn.  These  large 
exports  resulted  from  increasing  world  feed  demand, 
not  crop  production  problems  outside  the  United  States. 

In  the  year  ahead,  corn  exports  will  again  be  large, 
possibly  reaching  2.3  billion  bushels.  Increasing  live¬ 
stock  numbers  outside  the  United  States  imply  large 
feed  grain  requirements.  In  addition,  the  U.S.S.R.,  a 


major  importer  of  U.S.  corn,  is  experiencing  produc¬ 
tion  problems. 

CORN  PRICES 

With  prospects  for  a  large  crop,  corn  supplies  ap¬ 
pear  to  be  ample.  Although  use  is  expected  to  increase, 
the  market  may  not  require  the  corn  currently  in  re¬ 
serve  and  carryover  stocks  may  be  reduced  only  slightly. 

Corn  must  be  priced  to  encourage  large  use  by  live¬ 
stock  feeders.  What  can  they  afford  to  pay  ?  An  answer 
may  be  suggested  by  referring  to  the  1960-1969  period, 
which  was  a  time  of  relative  equilibrium  between  live¬ 
stock  and  grain  prices.  During  June  of  1979,  livestock 
prices,  in  constant  dollar  terms,  were  about  6  percent 
higher  than  during  that  10-year  base  period.  If  those 
prices  are  maintained  in  the  year  ahead,  and  if  live¬ 
stock  and  corn  prices  remain  in  equilibrium,  corn 
would  be  worth  about  $2.70  per  bushel.  Livestock  prices 
may  decline  slightly  in  constant  dollar  terms.  If  so, 
corn  would  be  worth  somewhat  less,  perhaps  $2.50  per 
bushel.  —  D.  L.  Good 

Wheat 

U.S.  farmers  should  produce  just  over  2.1  billion 
bushels  of  wheat  in  1979,  on  the  basis  of  62.2  million 
acres  available  for  harvest  and  an  indicated  national 
average  yield  of  33.8  bushels  per  acre.  This  represents 
a  production  increase  of  nearly  17  percent  over  the 
1978  crop  and  about  3  percent  over  the  1977  crop,  but 
is  still  1  to  2  percent  below  the  production  of  1975  and 
1976.  Total  supplies  of  wheat,  given  the  926-million- 
bushel  carryover  from  last  year,  should  amount  to 
about  3  billion  bushels  in  1979-80. 

Of  the  wheat  acreage  available  for  harvest,  43.4  mil¬ 
lion  acres  are  winter  wheat;  3.9  million  acres,  durum 
wheat;  and  14.9  million  acres,  other  spring  wheat.  As 
of  July  1,  winter  wheat  production  was  expected  to  be 
over  133  million  bushels  more  than  the  1.427  billion 
bushels  indicated  on  June  1. 

Domestic  use  of  wheat  should  increase  a  percent  or 
so  over  last  year,  amounting  to  about  860  million  bush¬ 
els.  Exports  of  wheat  are  also  expected  to  rise  slightly 
to  about  1.25  billion  bushels,  depending,  of  course,  on 
the  production  of  food  grains  elsewhere  in  the  world. 

Canada,  Australia,  and  Argentina,  the  major  com¬ 
petitors  of  the  United  States  in  wheat  exports,  have 
all  expanded  their  wheat  acreage,  but  weather-related 
problems  are  expected  to  cause  production  declines 
from  1978-79.  Fall  and  spring  plantings  were  delayed 
in  the  Soviet  Union  and  winterkill  was  above  normal. 
Elsewhere  in  Europe,  both  fall  and  spring  plantings 
were  made  under  less  than  favorable  conditions.  Al¬ 
though  good  conditions  for  wheat  exist  in  other  coun¬ 
tries,  it  appears  that  world  production  will  be  down 
about  1.3  billion  bushels  from  last  year. 
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The  combined  domestic  and  export  wheat  disappear¬ 
ance  of  2.11  billion  bushels  in  the  United  States  is  just 
10  million  bushels  more  than  projected  production  for 
1979-80.  Thus  the  carryover  of  wheat  at  the  end  of  the 
year  should  fall  to  about  915  million  bushels. 

It  appears  likely  that  the  average  farm  price  of  wheat 
will  remain  between  $3  and  $4  per  bushel.  Prices  are 
not  likely  to  rise  a  great  deal  above  this  level  because 
of  the  large  farmer-held  long-term  grain  reserve  (302 
million  bushels  as  of  the  second  week  of  July)  and  the 
fact  that  the  Secretary  of  Agriculture  has  maintained 
the  wheat  release  and  call  prices  at  $3.29  and  $4.11  re¬ 
spectively.  —  H.  W .  Everett 

Soybeans 

About  12  percent  more  acres  were  planted  to  soy¬ 
beans  in  1979  than  in  1978.  The  USDA  estimates  that 
70.3  million  acres  will  be  harvested.  If  so,  the  harvested 
acreage  of  soybeans  may  exceed  that  of  corn  for  the 
first  time  in  U.S.  history. 

According  to  the  August  crop  estimate,  1979  soybean 
production  will  total  2.13  billion  bushels,  compared  to 
1.84  billion  in  1978.  Carryover  will  be  only  about  145 
million  bushels,  putting  total  available  supplies  at  al¬ 
most  2.3  billion  bushels. 

The  carryover  cannot  be  reduced  much  below  145 
million  bushels.  If  it  is  this  size  in  1979-80,  about  15 
percent  (270  million  bushels)  more  soybeans  will  be 
available  than  in  1978-79.  Prices  will  be  determined  by 
the  demand  for  oil  and  meal. 

SOYBEAN  OIL 

Domestic  demand  for  soybean  oil  is  very  inelastic. 
The  market  takes  what  is  needed  and  will  not  use  more 
at  lower  prices.  Any  excess  supply  must  be  exported 
or  inventoried. 

The  United  States  exports  more  than  half  the  oil 
content  of  its  soybeans.  Prices  are,  in  general,  estab¬ 
lished  in  the  world  market,  where  soybean  oil  competes 
with  an  array  of  other  edible  fats  and  oils.  If  the  world 
supply  of  oil  is  abundant  and  inventories  are  increasing, 
prices  tend  to  decline.  When  consumption  exceeds  pro¬ 
duction,  prices  tend  to  rise. 


Soybean  oil  inventories  increased  somewhat  during 
the  last  part  of  the  1978-79  crop  year  and  consumption 
was  about  6  percent  greater  than  in  the  previous  year. 
If  the  entire  1979  crop  is  used,  soybean  oil  supplies  in 
the  coming  year  will  be  about  15  percent  greater  than 
in  1978-79. 

Domestic  demand  is  not  likely  to  increase  enough  to 
absorb  the  large  increase  in  supplies.  Exports  will  de¬ 
pend  on  the  size  of  competing  crops  around  the  world. 
Despite  some  problems  with  the  Russian  sunflower 
crop,  the  world  oilseed  crop  is  expected  to  be  extremely 
large  in  1979.  Exports  of  U.S.  soybean  oil  will  not 
likely  be  great  enough  to  prevent  an  increase  in  inven¬ 
tories.  Soybean  oil  prices  may  not  average  much 
higher  in  the  year  ahead  than  in  1978-79. 

SOYBEAN  MEAL 

Soybean  meal  exports  are  not  very  sensitive  to 
changes  in  supply  and  price.  Adjustments  to  change  in 
the  available  supply  of  soybean  meal  must  be  made  by 
price  and  consumption  levels  in  the  United  States.  Do¬ 
mestic  consumption  is  related  to  livestock  numbers,  the 
profitability  of  feeding  livestock,  and  the  price  of  soy¬ 
bean  meal  in  relation  to  that  of  corn. 

If  the  crush  is  as  large  as  supplies  allow,  15  percent 
more  soybean  meal  will  be  available  in  the  coming  year 
than  in  1978-79.  Large  numbers  of  livestock  will  keep 
meal  demand  strong  during  the  first  half  of  the  1979-80 
marketing  year.  Later  in  the  year,  however,  rising  feed 
costs  and  declining  hog  prices  may  trim  the  demand. 
At  the  current  rate  of  use,  about  6  million  tons  of  soy¬ 
bean  meal  would  go  unused  next  year.  Soybean  meal 
will  have  to  be  attractively  priced  to  livestock  feeders. 
It  may  also  have  to  be  priced  low  relative  to  com.  At 
1.8  times  the  expected  price  of  corn,  soybean  meal 
would  average  about  $170  a  ton. 

SOYBEAN  PRICES 

Prices  may  be  volatile  again  in  1979-80.  The  size  of 
the  crop  will  weigh  heavily  on  the  market  during 
the  first  months  of  the  marketing  year.  The  direction 
of  hog  prices,  the  size  of  the  South  American  crop,  and 
the  planting  intentions  of  U.S.  farmers  will  influence 
prices  during  late  winter  and  early  spring.  However,  a 
bench  mark  value  of  $6.50  per  bushel  for  soybeans  can 
be  established,  assuming  that  oil  sells  for  27  cents  a 
pound  and  meal  for  $170  a  ton.  —  D.  L.  Good 

Hogs 

Swine  production  has  expanded  rapidly  to  a  level  of 
unprofitability  following  an  unusually  long  period  of 
high  profits.  The  next  stage  of  the  cycle  is  one  of  con¬ 
traction.  How  soon  the  industry  turns  production 
around  will  determine  the  length  of  the  period  of  losses. 

The  accompanying  table  shows  hog  slaughter  through 
the  summer  of  1979  and  projected  slaughter  through 
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Hog  Slaughter,  Prices,  and  Profits 


Quarter 

Slaughter, 

1 ,000  head 

Price, 

$/ cwt. 

Profit/loss, 
$/ cwt. 

1977 

June-Aug.  .  .  . 

.  17,488 

44.67 

+  7.95 

Sept. -Nov.  .  .  . 

.  20,725 

40.52 

+  5.14 

1978 

Dec. -Feb . 

.  18,853 

46.27 

+  8.03 

Mar.-May  .... 

.  20,083 

47.57 

+  9.49 

June-Aug.  .  .  . 

.  18,131 

47.95 

+  8.54 

Sept.-Nov.  .  .  . 

.  20,314 

50.20 

+  10.71 

1979 

Dec. -Feb . 

.  18,816 

52.04 

+  9.78 

Mar.-May  .  .  .  . 

.  22,798 

45.85 

+  3.13 

June-Aug.  .  .  . 

.  20,902" 

38.20 

—  3.17 

Sept.-Nov.  .  .  . 

.  24,269" 

32.50 

—  7.69 

1980 

Dec. -Feb . 

.  23,685" 

37.50 

—  4.40 

Mar.-May  .  .  .  . 

.  25,309" 

35.37 

—  7.43 

a  Projected  from  June  1979  Hogs  and  Pigs  report. 


the  spring  of  1980  based  on  the  June  1979  Hogs  and 
Pigs  report.  If  herd  liquidation  starts  so  that  some  sows 
intended  for  farrowing  are  slaughtered,  the  September- 
November  slaughter  may  exceed  the  projection. 

Increases  in  farrowings,  hence  slaughter,  wrere  quite 
small  in  1978  in  spite  of  high  profit  levels  and  an  in¬ 
creasing  carryover  of  com.  When  farrowings  did  begin 
to  increase,  it  was  with  record  speed.  A  16-percent  in¬ 
crease  in  December-February  was  followed  by  a  22- 
percent  increase  in  March-May.  Intended  farrowings 
for  September-November  increased  14  percent. 

In  the  spring  of  1971,  during  the  last  period  of  over¬ 
production,  slaughter  was  23  million  head  compared  to 
a  projected  25.3  million  for  spring  1980.  The  price  was 
$16.92.  In  the  value  of  money  that  we  project  for  spring 
1980,  the  1971  price  is  equivalent  to  $31.98,  lower  than 
the  $35.37  projected  for  next  spring. 

The  hog  prices  projected  in  the  table  take  into  ac¬ 
count  a  reduced  supply  of  beef,  large  broiler  and  turkey 
supplies,  a  moderate  increase  in  real  consumer  incomes, 
and  a  continued  high  rate  of  inflation.  Profitability  pro¬ 
jections  are  based  on  the  prices  of  hogs  shown,  corn 
prices  of  $2.50  to  $2.70,  soybean  meal  prices  of  $160 
to  $170,  and  a  trend  increase  in  non-feed  costs.  The  ex¬ 
pected  feed  prices  may  not  materialize  so  that  profitabil¬ 
ity  may  not  be  so  bad,  but  with  large  hog  supplies  and 
strong  export  demand  for  corn  and  soybean  meal,  an 
unprofitable  hog  situation  is  very  probable. 

During  the  1970-71  period  of  over-production,  far¬ 
rowings  remained  large  through  the  fall  of  1971.  The 
first  real  response  was  in  December-May  of  1971-72. 
Hog  production  turned  moderately  profitable  in  early 
1972,  but  this  was  primarily  the  result  of  a  large  1972 
corn  crop  with  low  prices.  Hog  prices  stayed  low 
through  the  first  half  of  1972.  If  that  pattern  is  re¬ 
peated,  real  hog  prices  will  not  recover  until  mid- 1981. 
—  T.  A.  Hieronymus 


Beef  cattle 

The  beef  production  industry  will  remain  profitable 
in  1980.  Beef  supplies  w  ill  be  moderately  lower  than  in 
1979  and  will  probably  continue  at  relatively  low  levels 
for  several  years.  Flow  much  the  reduced  supplies  of 
beef  will  strengthen  cattle  prices  is  uncertain  because 
of  a  clouded  consumer-demand  picture. 

According  to  the  July  1  cattle  inventory,  cattle  num¬ 
bers  are  stabilizing.  Total  number  of  cattle  was  118.5 
million,  down  3  percent  from  121.7  million  a  year  ago. 
At  37  million,  beef  cow  numbers  w'ere  down  only  2 
percent.  The  number  of  beef  replacement  heifers  was 
5.8  million,  up  7  percent.  The  combination  of  a  small 
decrease  in  cow  numbers  and  an  increase  in  heifers 
indicates  that  herd  liquidation  has  stopped  and  rebuild¬ 
ing  has  begun.  However,  it  is  a  long  time  from  the  deci¬ 
sion  to  keep  a  heifer  calf  until  her  calf  is  a  market- 
weight  steer. 

The  reduced  cow  numbers  and  calf  crops  combined 
with  the  increase  in  heifers  held  for  breeding  has  re¬ 
duced  the  feeder  animal  supply.  Animals  other  than  the 
breeding  herd  totaled  58.4  million  on  July  1,  1979,  com¬ 
pared  to  61.4  million  on  July  1,  1978.  The  comparable 
total  in  1975  wras  67.8  million.  The  number  of  animals 
available  to  feedlots  will  remain  small  for  more  than 
the  next  12  months. 

Projections  for  1979  shown  in  the  accompanying 
table  are  based  on  the  first  6  months’  slaughter,  the 
July  1  cattle  inventory,  and  July  1  Cattle  on  Feed  re¬ 
port.  These  things  project  to  a  cattle  inventory  on  Janu¬ 
ary  1,  1980,  of  110.5  million,  down  slightly  from  110.9 
million  on  January  1,  1979. 

Projections  for  1980  are  based  on  low  levels  of  cow 
slaughter  and  further  holding  of  heifers  for  the  breed¬ 
ing  herd  so  that  total  numbers  will  increase  to  111.5 


Cattle  Industry  Data,  1965-1980 


Year 

On  farms 
Jan.  1 

Million  head 

Calf  Cattle 

crop  slaughter 

Beef 
prod’n., 
mil.  lb. 

Omaha  Choice  steers 
price  per  cwt. 

1972  $ 

Current  $ 

1965. . 

.  109.0 

43.9 

33.2 

18.3 

33.72 

25.06 

1966. . 

.  108.9 

43.5 

34.2 

19.5 

33.42 

25.65 

1967. . 

.  108.8 

43.8 

34.3 

20.0 

32.03 

25.31 

1968. . 

.  109.4 

44.3 

35.4 

20.7 

32.50 

26.83 

1969. . 

.  110.0 

45.2 

35.6 

21.0 

34.23 

29.68 

1970. . 

.  112.4 

45.9 

35.4 

21.5 

32.11 

29.34 

1971 . . 

.  114.6 

46.7 

35.9 

21.7 

33.89 

32.54 

1972. . 

.  117.9 

47.7 

36.1 

22.2 

35.76 

35.76 

1973. . 

.  121.5 

49.2 

34.0 

21.1 

42.11 

44.60 

1974. . 

.  127.8 

50.9 

37.3 

22.8 

36.47 

41.85 

1975. . 

.  132.0 

50.2 

41.5 

23.7 

35.31 

43.80 

1976. . 

.  128.0 

47.4 

43.2 

25.7 

29.23 

39.11 

1977. . 

.  122.8 

46.1 

42.4 

25.0 

28.59 

40.39 

1978. . 

.  116.3 

44.1 

41.4 

24.8 

34.80 

53.25 

1979"  . 

.  110.9 

43.5 

35.5 

21.5 

40.90 

67.50 

1 980" . 

.  110.5 

43.2 

34.4 

20.5 

.... 

n  Projections,  based  on  first  6  months. 

b  Projections,  based  on  stable  cattle  numbers  in  1980. 
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million  on  January  1,  1981.  The  beef  production  shown 
is  based  on  the  turn  in  the  cattle  cycle,  further  reduc¬ 
tion  in  calf  slaughter  for  veal,  and  a  low  level  of  nonfed 
slaughter  with  fed  animals  taken  to  the  maximum 
weights  consistent  with  market  quality  demands.  It  is 
virtually  all  the  production  capability  of  the  herd. 

There  are  two  major  elements  of  uncertainty  in  the 
beef  demand  structure.  One  is  the  effect  of  large  pork 
and  poultry  supplies.  During  the  fall  quarter  of  1979 
increases  in  pork  and  poultry  will  more  than  offset  the 
decrease  in  beef  supply.  How  true  this  will  be  in  1980 
depends  on  how  rapidly  pork  and  poultry  producers 
adjust  production  in  response  to  financial  losses.  In  the 
past  beef  prices  have  not  been  very  responsive  to  pork 
and  poultry  supplies;  pork  and  poultry  have  not  been 
close  substitutes  for  beef. 

The  second  element  of  uncertainty  concerns  the  ef¬ 
fects  of  possible  recession,  increasing  real  costs  of 


energy,  and  large  consumer  installment  debt  on  expen¬ 
ditures  for  beef.  In  the  past,  expenditures  for  beef  have 
been  maintained  through  business  cycles,  especially  in 
1974  and  1975.  Furthermore,  real  energy  costs  have 
been  increasing  for  several  years  without  adversely 
affecting  demand  for  beef.  Beef  is  a  preferred  product, 
so  consumers  are  likely  to  cut  somewhere  else. 

The  largest  supply  of  beef  during  the  next  12  months  • 
and  the  greatest  impact  of  pork  and  poultry  should  . 
occur  during  the  October-December  quarter.  As  a  re¬ 
sult,  the  lowest  prices  of  cattle  during  the  coming  year 
should  be  during  that  period. 

On  the  basis  of  the  probable  decrease  in  beef  sup¬ 
plies,  moderate  pressure  from  pork,  a  moderate  increase 
in  real  disposable  income,  and  an  inflation  rate  of  9 
percent,  we  expect  an  average  price  for  steers  of  $76 
per  hundredweight  in  1980.  This  would  equal  $43  in 
1972  dollars.  —  T.  A.  Hieronymus 


Urbana,  Illinois  August,  1979 

Issued  in  furtherance  of  Cooperative  Extension  Work,  Acts  of  May  8  and  June  30,  1914,  in  cooperation  with  the  U.S.  Department  of  Agriculture. 
JOHN  B.  CLAAR,  Director,  Cooperative  Extension  Service,  University  of  Illinois  at  Urbana-Champaign. 
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